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2OMPTROLLER GENERAL'S ADMINISTRATION OF THE LEASED-HOUSING

AEPORT TO THE CONGRESS PROGRAM

) Department of Housing and Urban
Development B-118718

DIGEST

WHY THE REVIEW WAS MADE

The Federal leased-housing program was established to assist Tow-income
persons obtain decent, safe, and sanitary housing. The Department of
Housing and Urban Development (HUD) furnishes financial aid to local
housing authorities (LHAs) who lease existing privately owned dwelling
units for the program's participants.

By December 31, 1968, HUD had authorized LHAs to lease approximately
61,000 dwelling units, of which about 32,000 actually had been Teased
from property owners. HUD has contracted with LHAs to contribute a
maximum of about $57.6 million annually for leasing the 61,000 units
authorized. The General Accounting Office (GAQ) estimates that HUD is
committed to pay a maximum of about $32 million annually for the 32,000
units that have actually been leased.

GAO reviewed the program to identify areas in need of improvement and

to ascertain whether the program was accomplishing the objectives for
which it had been established.

FINDINGS AND CONCLUSIONS

GAO believes that greater progress could have been made in providing
decent, safe, and sanitary housing for low-income persons in the 11
locations covered in this review if:

--HUD, during the earlier years of the program, had taken more effec-
tive action and had given the leasing program the emphasis and
thrust that is now being given it. (See pp. 10 to 14.)

--HUD and LHAs had removed administrative restrictions which impeded
progress of the program. GAO believes that LHA procedures should
not preclude the acceptance of rental housing offerings if the
dwellings meet all of HUD's criteria. (See pp. 15 to 19.)

--LHAs operating programs had been designed and adjusted in line with
the housing needs of low-income persons and the availability of



suitable vacant housing in the local area. This would have avoided
needless tie-ups of fund commitments that otherwise would have been
available for assignment by HUD to other localities. (See pp. 21
to 25.)
/ GAO believes also that tenant selection procedures and eligibility re-
\v/ quirements for the program need to be modified because:

--Some LHAs, with HUD's approval and encouragement, were providing
assistance to persons already adequately housed while applicants on
waiting lists for federally assisted housing continued to live in
substandard dwellings. (See pp. 26 to 32.)

--In many cases, the LHAs negotiated higher rents for dwelling units
than had been charged the occupants prior to their participation in
the program. There were no explanations in the records that would
justify the increases. (See pp. 33 to 36.)

--Some LHAs were providing assistance to persons who owned relatively
large amounts of assets. For example, one LHA had accepted two
tenants who had savings of about $33,500 and $24,000, respectively.
(See pp. 37 to 41)

--Two of the LHAs were operating the Teased-housing program in such
a manner that eligible applicants who had been on the waiting lists
for Tow-rent public housing projects were not always afforded the
zgpgrtunity to participate in the leasing program. (See pp. 42 to

RECOMMENDATIONS OR SUGGESTIONS

Recommendations or proposals to the Secretary of HUD are presented on
pages 14, 20, 23, 36, and 44.

AGENCY ACTIONS AND UNRESOLVED ISSUES

HUD disagreed with GAO's conclusions that it had not provided timely
assistance and guidance to LHAs to stimulate greater and more effective
efforts to lease suitable available housing. HUD stated that in many
cases the slow progress had been attributable to overoptimism and under-
estimation of staffing and administrative problems and that, as soon

as this trend had been recognized, HUD took timely and effective cor-
rective action. HUD pointed out that leasing of units under the pro-
gram had accelerated significantly by December 31, 1968, as a result

of HUD's efforts.

GAO, although it noted that the leasing of units had been accelerated
significantly by December 1968, found that some of this progress had
resulted from LHAs' bringing under the program low-income persons who
already were living in decent, safe, and sanitary housing--in some
cases, the same dwelling units that were leased under the program.



HUD disagreed with GAQ's proposal that LHAs be required to give prior-
ity in the leasing program to Tow-income persons who were not ade-
quately housed before covering under the program low-income persons
who were already living in decent, safe, and sanitary housing. More-
over, HUD disagreed also with GAO's proposal that LHAs be required to
establish and adhere to reasonable Timitations on asset holdings of
applicants in determining their eligibility for Federal assistance
under the leasing program, as is required by HUD under its rent supple-
ment program.

HUD has initiated some actions to accelerate leasing progress and im-
prove the overall implementation of the program, to strengthen its
procedures regarding program adjustments, and to encourage LHAs to
negotiate more favorable lease rates.

MATTERS FOR CONSIDERATION BY THE CONGRESS

GAO believes the Congress may wish to consider:

--Whether the leased-housing program should be operated so as to

give housing priority to low-income persons who are not adequately
housed.

--Whether asset Timitations should be established for determining
the eligibility of families and individuals for assistance under
the leased-housing program.



CHAPTER 1

INTRODUCTION

The General Accounting Office has examined into the ad-
ministration of the section 23 leased-housing program of the
Department of Housing and Urban Development. The leasing
program was established in 1965 to provide a supplemental
form of low-rent housing for low-income families and individ-
uals through the leasing of existing privately owned hous-
ing by IHAs. The scope of our review is described on page

The United States Housing Act of 1937, as amended
(42 U.S.C. 1401), authorizes HUD to conduct a program of as-
sistance for low-rent public housing, under which local gov-
ernments, pursuant to State enabling legislation, establish
1HAs as independent legal entities to develop, own, and op-
erate low-rent public housing projects.

HUD conducts its activities at (1) the headquarters of-
fice in Washington, D.C., (2) seven regional offices located
at Atlanta, Chicago, Fort Worth, New York, Philadelphia,

San Francisco, and San Juan (Puerto Rico), and (3) one di-
rectly operated housing project. The headquarters office
establishes the administrative policies and operating proce-
dures, reviews the operations, and maintains the accounting
records for housing assistance activities of the regional
offices. Authority for housing assistance activities of the
regional offices has been delegated to the regional adminis-
trators.

Under the conventional low-rent public housing program
authorized by the housing act of 1937, HUD provides finan-
cial and technical assistance to LHAs in the development of
low-rent public housing projects. Financial assistance is
furnished in the form of loans for development and in the
form of annual contributions (subsidies) made pursuant to
contracts with the IHAs. Also, HUD procedures provide for cowto. ...
reviews of the administration of the projects.after con-
struction is completgég to determine whether the projects
are operated and maintained in conformance with statutory



requirements and in a manner which promotes efficiency,
economy, and financial integrity.

The Housing and Urban Development Act of 1965, approved

August 10, 1965, added to the housing act of 1937 a new sec—

tion 23 (42 U.S.C. 1421b) which provides for the 1eésinéﬁbf

existing privately owned housing for—utitization-by & be st

eligible low-income families and individuals. The new leas-
ing program was intended to supplement the dwelling units
provided in low-rent public housing projects under the con-
ventional program by providing an estimated additional
40,000 low-rent housing units during the 4-year period
ended June 30, 1969. The Housing and Urban Development Act
of 1968, approved August 1, 1968, authorized substantial in-
creases in HUD's authorization for entering into annual con-
tributions contracts for low-rent housing units, including
the leasing of existing privately owned housing, for the
3-year period ending June 30, 1971, The leasing program is
not to apply in any locality unless approved by resolution
of the local governing body.cqbgLJ'?

!

Under the provisions of section 23 of the 1965 housing
act, an LHA is required to conduct a continuing survey and
listing of the available privately owned dwelling units,
within the area under its jurisdiction, which provide de-
cent, safe, and sanitary housing accommodations and which
are suitable, or could be made suitable, for use as low-
rent housing under a leasing arrangement., The IHA, by noti-
fication to the owners of listed housing or by publication
or advertisement, is to make known to the public, from time
to time, the anticipated need for dwelling units to be used
as low-rent housing under the leasing program and is to in-
vite owners to make units available for this purpose.

If the IHA finds, upon its inspection, that the dwell-
ing units offered in response to its invitation are in stan-
dard condition (decent, safe, and sanitary), or can be
brought up to standard condition through rehabilitation by
the owner, and that the rentals to be charged by the owner
are within its financial range, the LHA may approve the
units for use as low-rent housing under the section 23
leased-housing program. Any rehabilitation required to
make the housing suitable for the leasing program must be
accomplished by the owner prior to entering into a lease

{



agreement. To the extent provided for in its annual contri-
butions contract, an IHA may enter into contracts with owners
to lease approved housing for use in the program for peri-
ods of 1 to 5 years, with provisions for renewals.

According to congressional hearings on the 1965 hous-
ing act by the Committee of the Whole House on the State of
the Union, the leased-housing program is also intended to
provide an economic mix of federally assisted low-income
tenants with moderate or higher income families so as to re-
tain the private character of the housing market and of
neighborhoods in general. Not more than 10 percent of the
dwelling units in any single structure are to be leased un-
der the program, except in the case of buildings with small
numbers of units or in other cases determined by the LHA to
warrant exception. IHAs, in many cases, have waived the
10-percent limitation and have leased much more than 10 per-
cent of the dwelling units in multidwelling structures,

Payments to LHAs under the leasing program are made
pursuant to annual contributions contracts. Such payments
are limited to the maximum allowable annual contributions
that would otherwise be payable for a newly constructed proj-
ect offering comparable accommodations in that community
(or in a comparable community, if the locality has no pub-
lic housing). As in the conventional low-rent public hous-
ing program, an additional subsidy of up to $120 a year
could also be payable for dwelling units occupied by elderly,
handicapped, or displaced persons or families.

The rents to be paid by tenants occupying housing
leased by an IHA are established by the IHA at rates con-
sidered to be within the financial means of the tenants.,
Rental payments to housing owners under the program are de-
termined through negotiations between the LHA and the owners.

Various arrangements may be made for the payment of
rent to housing owners. For example: (1) the tenant may
pay his share of the rent to the IHA which, in turn, would
pay the owner the full negotiated rental amount, (2) the
tenant and the IHA may pay directly to the owner their re-
spective shares of the total negotiated rental amount, or
(3) the LHA may send its share of the rent to the tenant



who, in turn, would combine it with his share of the rent
and pay the owner the full negotiated rental amount.

The section 23 leased-housing program was officially
implemented by HUD in October 1965 and is being carried out
by LHAs in the areas administered by all seven HUD regional
offices. HUD statistical information available at the time
of our review showed that as of March 31, 1968, LHAs had
filed formal applications for approximately 47,700 dwelling
units under the program. At March 31, 1968, a total of 153
leased housing projects involving approximately 30,850
dwelling units had been approved by HUD and were under an-
nual contributions contracts, nationwide. Our analysis of
HUD statistical information showed that about 35 percent of
the dwelling units approved for leased housing under the
program were designated for use by elderly citizens. Under
contracts entered into between HUD and the LHAs, HUD is com-
mitted to contribute a maximum of about $31 million annually
for the operation of the 153 leased housing projects.

HUD statistical information showed also that at
March 31, 1968, approximately 12,100 dwelling units had
been leased under the program, or about 39 percent of the
30,850 units approved. Approximately 50 percent of the
dwelling units leased were for elderly citizens. According
to HUD and LHA officials, many 1HAs have concentrated on
leasing the smaller size dwelling units because they have
experienced considerable difficulty in locating and leasing
suitable large units within the rental ranges that would
qualify for the particular leasing programs. As a result,
the leasing programs in certain cities have been used pri-
marily to serve elderly citizens.

By December 31, 1968, only 9 months later, the number
of dwelling units placed under annual contributions con-
tracts, nationwide, had doubled to about 61,000 and the num-

ber of units leased from property owners had almost tripled
to about 32,000,

L I

The principal officials of HUD responsible for the ad-
ministration of activities discussed in this report are
listed in appendix II.



CHAPTER 2

OPPORTUNITY FOR GREATER PROGRESS IN

LEASING DWELLING UNITS

We believe that greater progress under the leasing pro-
gram would have been made to help meet the immediate housing
needs of low-income persons at the locations included in our
review if (1) HUD had provided adequate and timely assis-
tance and guidance to LHAs to stimulate greater and more ef-
fective efforts to locate and lease suitable vacant housing,
(2) certain administratively imposed restrictions had been
removed, and (3) the leasing programs prepared by the LHAs
and approved by HUD had been designed and adjusted in line
with the housing needs of low-income persons in the communi-
ties and the availability of suitable vacant housing in the
areas.

According to congressional hearings on the housing act
of 1965, the primary purpose of the leased-housing program
was to help meet the housing needs of low-income persons in
the communities more quickly than would be possible through
new construction, by taking full advantage of suitable va-
cant dwellings in the private rental market. Essentially,
the program was intended to supplement the conventional low-
rent public housing program by providing housing to meet the
immediate needs of low-income displacees and applicants on
the long waiting lists for public housing while communities
proceeded with construction leading to an adequate, perma-
nent supply of low-rent housing. In addition, the leasing
program was designed to encourage the conservation and im-
provement of privately owned residential properties.

HUD procedures require that an LHA's application for a
leased-housing program contain statistical information jus-
tifying the type and size program requested on the basis of
the demand for such housing and the availability of suitable
vacant housing in the community. The procedures require
also that the application contain a statement as to the num-
ber of months that the LHA believes will be required to
lease certain proportions of the dwelling units requested
and the number of months that the LHA believes will be re-
quired to lease all the dwelling units requested,



The annual contributions contract between HUD and an
LHA provides that, if the LHA does not proceed expedi-
tiously with the leasing of the units authorized, HUD can
reduce its obligation with respect to the maximum allowable
annual contributions under the contract for the number and
sizes of dwelling units authorized. The contract, however,
does not require the LHA to lease its authorized dwelling
units within a stipulated period of time and does not in-
clude any time-phased control feature designed to encourage
better leasing progress under the program,

The following table shows the approximate extent to
which the 11 LHAs included in our review were not meeting
their planned schedules to lease suitable housing units for

low-income persons in immediate need of decent, safe, and
sanitary housing.

As of time of GAO field visits to

LHAs (July to October 1967) As of May 31, 1968

Months Months Months Months
Designa- Units program behind Units program behind
tion of autho- Units in program autho- Units in program
1HA rized leased effect schedule rized leased effect schedule

A 1,000 500 14 7 1,000 856 25 15

B 1,100 462 9 3 1,100 777 18 7

c 500 174 11 2 1,000 444 19 4

D 1,000 505 14 8 948 759 23 11

E 350 151 18 10 350 167 27 17

F 1,500 468 15 9 1,500 1,026 24 4

G 1,000 119 13 8 1,000 566 24 6

H 250 59 12 8 250 239 23 6

I 125 34 16 12 125 101 23 11

J 190 20 8 6 190 105 15 4

K 400 49 8 5 400 117 15 8

7,415 2,541 7,863 5,157

We noted that the leasing of dwelling units by LHAs,
nationwide, had significantly accelerated after March 1968,
as a result of actions taken by HUD subsequent to the begin-
ning of fiscal year 1968; however, we believe that there is
a need for continued monitoring of the leased-housing pro-
gram by HUD to ensure that the recent actions initiated by
HUD, to accelerate the leasing of units by LHAs, are being
effectively implemented.



HUD SHOULD PROVIDE TIMELY ASSTSTANCE AND GUIDANCE
TO LHAs TO STIMULATE GREATER AND MORE EFFECTIVE
EFFORTS TO LEASE SUITABLE AVATLABLE HOUSING

We believe that the leasing programs at some locations
had not progressed as expected because the LHAs did not put
forth sufficient efforts to locate and lease available
dwelling units which were suitable, or could be made suit-
able, for the program. HUD has taken certain actions since
the early part of fiscal year 1968 which, if properly car-
ried out, should stimulate LHA efforts to lease suitable
available housing. We believe, however, that greater prog-
ress could have been made under the program if HUD had pro-
vided more timely assistance and guidance to LHAs.

During our examination into the reasons why greater
progress was not being made by certain LHAs in carrying out
their leased-housing programs, we found instances where
(1) the program had not been sufficiently publicized to the
general public, (2) local realtors either had no knowledge
or lacked an adequate understanding of the program, and
(3) timely follow-up had not been made on leasing offers
made to or by interested property owners. We found also
that one LHA had fallen behind schedule in its leasing pro-
gram because it had not hired a project manager for its
program until several months after the program was approved
by HUD.

Some of the LHAs covered in our review have encouraged
applicants for leased housing to seek out vacant dwellings
that might be suitable for the program. We believe that
this method should be considered by other LHAs as one way
of locating suitable housing. Some LHAs had obtained the
cooperation of local realty organizations in locating dwell-
ing units and had contacted owners of substandard housing to
ascertain whether they were interested in rehabilitating
and leasing their units to the LHAs, According to LHA of-
ficials, such methods have helped LHAs to obtain suitable
housing for lease under the program.

During our review, we noted that HUD headquarters of-
ficials had shown some concern over the slow progress made
by LHAs in leasing suitable dwelling units. 1In fiscal year
1968, HUD headquarters officials had on various occasions

10



advised the HUD regional offices of the need for LHAs to ac-
celerate their leasing progress. A HUD headquarters repre-
sentative visited HUD regional offices and LHAs, including
a number of the LHAs covered in our review, and offered
various suggestions for improving the progress of the leas-
ing programs, and HUD regional officials examined into rea-
sons for the unsatisfactory progress being made by a number
of LHAs,

In addition, the HUD Inspection Division made a review
of the leased-housing program at a number of locations for
the purpose of providing HUD management with information
and advice regarding the manner in which program policies
and procedures were being carried out by HUD and LHAs.

Many of the reasons cited by the HUD headquarters rep-
resentative, HUD regional officials, and the Inspection Di-
vision for the slow progress being made under the program
were similar to the conclusions we reached as a result of
our review,

During our review, we discussed with various HUD re-
gional officials their views regarding the progress being
made under the leased-housing program. The officials ex-
plained to us that HUD and LHA personnel were in a learning
phase during the early stages of the leased-housing program
and that difficulties had been encountered in implementing
the program in various localities.,

We believe that, although it is reasonable to expect
that certain difficulties would be encountered in the early
stages of a new program, the slow leasing progress made by
certain LHAs clearly demonstrated a need for earlier HUD as-
sistance and guidance. As shown on page 9,, the 11 LHAs in-
cluded in our review were from 2 to 12 months behind their
leasing schedules at the time of our field visits. We noted
that these LHAs had leased 2,541 dwelling units, or about
57 percent of the total dwelling units (4,477) scheduled to
have been leased by that time,

We were advised by HUD regional officials that the leas-
ing of dwelling units under the program had accelerated dur-
ing the latter part of fiscal year 1968 as a result of the
combined efforts of HUD and LHAs. According to the

11



officials, additional LHAs have participated in the program,
techniques used by LHAs making satisfactory progress have
been passed on to those making slow progress, and field rep-
resentatives have provided assistance and guidance to LHAs
making slow progress and to those that have recently been
authorized a leased-housing program,

We found that as of May 1968, a number of the 11 LHAs
covered in our review were making better progress in leas-
ing dwelling units under the program; however, the LHAs
were still 4 to 17 months behind schedule. (See p. 9.)

Agency comments and our evaluation

HUD informed us in March 1969 that it agreed that, as
shown by our review, the leasing of dwelling units at some
localities had fallen well behind schedule. However, HUD
disagreed, in general, with our conclusion that it had not
provided timely assistance and guidance to 1LHAs to stimulate
greater and more effective efforts to lease suitable avail-
able housing. HUD stated that in many cases the slow prog-
ress had been attributable to overoptimism and an under-
estimation of staffing and administrative problems and that
as soon as this trend had been recognized HUD took timely
and effective corrective action., HUD cited a number of ac-
tions that had been taken during fiscal year 1968 to im-
prove leasing progress. (See app. I.)

HUD pointed out that by December 31, 1968, approxi-
mately 31,700 dwelling units had been leased from property
owners and that the accelerating rate of accomplishment had
been achieved as a result of HUD's concerted and continuing
efforts to stimulate LHA production through guidance and
training and by assisting LHAs to resolve problems and to
overcome obstacles.

We recognize that HUD has taken action to accelerate
the leasing of dwelling units under the program; however,
we note that most of these actions were not taken until the
early part of fiscal year 1968--relatively little was done
in the earlier years of the program (fiscal years 1966 and
1967). Similarly, although the leasing of dwelling units
has now been significantly accelerated, most of the action
took place during the 9 months ended December 31, 1968. As

12



a matter of fact, the number of dwelling units (31,700)
leased as of December 31, 1968, was more than double the
number (12,100) leased only 9 months earlier.

On the basis of our review, we believe that better
progress could have been made in providing decent, safe,
and sanitary housing for low-income persons under the leas-
ing program if HUD had provided more timely assistance and
guidance to LHAs to ensure that as many avenues as possible
were used to locate and lease suitable housing. In our
opinion, more vacant standard dwelling units could have
been leased sooner for use by low-income persons if, during
the earlier years of the program, HUD had taken more effec-
tive action and had given the leasing program the emphasis
and thrust that is now being given it.

Moreover, we believe that the large number of dwelling
units (about 28,200) brought under the leasing program dur-
ing fiscal year 1968 and the first half of fiscal year 1969
is not a valid indication that the program is being admin-
istered as intended by the Congress--to provide decent,
safe, and sanitary housing for low-income persons who are
in immediate need of such housing by taking full advantage
of suitable vacant dwellings in the private rental housing
market., We examined records at the HUD headquarters office
relating to tenants brought under the leasing program dur-
ing fiscal years 1968 and 1969 by three LHAs included in
our review and noted that more than 75 percent of the ten-
ants who had occupied housing prior to participating in the
leasing program had been living in standard housing. We be-
lieve that it is likely that many of these tenants continue 9
to live in the same standard dwelling units that they occu-
pied before they were brought under the leasing program.

¢

In our opinion, such use of the leased-housing pro-
gram does not advance the objectives of the program with
respect to providingggicent, safe, and sanitary/housing for
low-income persons who are unable to provide suth housing
for themselves. HUD's practice of encouraging LHAs to ex-
tend the leasing program to low-income persons who are al-
ready occupying standard housing while applicants on the
waiting lists for dwelling units in federally assisted low-
rent public housing projects continue to live in substandard



housing or in overcrowded conditions is discussed on pages
26 to 32,

Recommendation

We recommend that the Secretary of HUD require that
specific attention be given, during field reviews of LHA
leasing operations by HUD regional management and internal
audit staffs, to determining whether recently initiated ac-
tions by HUD to aceelerate LHA leasing of dwelling units
are being effectively implemented and that appropriate cor-
rective measures be taken wherever improvements are needed.

14



Administratively imposed restrictions
have impeded the progress of the
leasing program

Restrictions imposed by HUD on
tyvpes of dwellings that could be leased

We believe that certain leasing limitations administra-
tively imposed by HUD in the form of restrictive clauses in
annual contributions contracts with LHAs impeded the prog-
ress of the leasing program in some cities because such pro-
visions precluded the LHAs from leasing certain size dwell-
ing units that were already in standard condition,

HUD's procedures for the section 23 leased-housing pro-
gram provided that, in determining whether housing for low-
income persons was to be provided by means of leasing pri-
vate accommodations, consideration be given to the possible
inflationary effect on the private market. The procedures
stated that an ILHA should present in its application infor-
mation as to vacancy rates in standard housing for rent and
that a proposed leasing program which would reduce such a
vacancy rate to less than 3 percent for any unit size in the
locality would not be approved unless the LHA satisfied HUD
that the program would not have a substantial inflationary
effect on the private rental market or that the program was
justified by the exigencies of a particular situation.

Our review showed that, when available market data in
an LHA's application indicated that the proposed leasing
program would result in reduction of the vacancy rate for
standard units of given sizes to less than 3 percent, HUD
generally restricted the leasing of standard vacant dwelling
units to minimize what it believed would be an inflationary
effect resulting from utilization of standard housing under
the leasing program. The 11 ILHAs included in our review
were required to obtain all or some of the dwelling units
under the leasing program from (1) substandard housing that
had been rehabilitated and brought up to standard condition
for the leasing program, (2) small dwelling units that had
been converted into larger units for the program, (3) housing
that was on the sale market, or (4) rental housing units
that had been vacant for an extended period of time,

15



We noted that such restrictions and limitations were
not provided for in the section of the Housing and Urban De-
velopment Act of 1965 which established the leased-housing
program. On the contrary, the act specifies that LHAs
should take "full advantage of vacancies or potential va-
cancies in the private housing market.! We found no indica-
tions that restrictions on the leasing of vacant standard
dwelling units had been intended by the Congress.

During our review, a HUD regional official advised HUD
headquarters that the restrictive clauses in the annual con-
tributions contracts were objectionable because they had
slowed down progress under the program by precluding the
leasing of vacant standard dwelling units. Another regional
official informed us that a number of LHAs had been forced,
on occasion, to turn down desirable vacant standard units
because of the restrictions imposed by HUD. Also, officials
of two LHAs told us that they had to refuse rental-housing
offerings from property owners who were interested in partic-
ipating in the leasing program simply because the dwelling
units were already in standard condition.

We believe that although the supply of vacant standard
dwelling units of the sizes needed for the leasing programs
may have been limited in some cities, HUD compounded the
LHAs' difficulties in obtaining suitable housing by impos-
ing restrictions that precluded LHAs from taking full ad-
vantage of vacancies in the private rental housing market,

The Housing and Urban Development Act of 1968, approved
August 1, 1968, included a provision which precludes HUD
from imposing limitations, not specifically provided for in
the housing act of 1965, on the types or categories of struc-
tures or dwelling units that would qualify for the leasing
program. According to various discussions presented in the
Congressional Record, the provision was included in the act
to prohibit HUD from restricting the leasing program in cer-
tain localities to only rehabilitated housing.

In August 1968, HUD advised its regional offices and
the LHAs that restrictive clauses were to be waived and that
such waivers should enable LHAs to accelerate substantially
their leasing activities.
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Restrictions imposed by IHAs
in selecting dwelling units

In a circular issued to LHAs in October 1965, HUD set
forth certain standards governing the types of dwelling
units that LHAs could lease under the leased-housing pro-
gram. The circular pointed out that LHAs could lease only
dwellings that would provide decent, safe, and sanitary ac-
commodations for the tenants. More specifically, the circu-
lar stated that a dwelling could not be leased unless it met
the following conditions.

“(1) The exterior and interior of the buildings
are in good condition;

" (2) The dwelling contains adequate private cook-
ing and sanitary facilities;

"'(3) Heating facilities, lighting, and ventila-
tion are adequate;

"(4) The dwelling is of sufficient size to house
the tenant's family without overcrowding;

"(5) The neighborhood is primarily residential and
free of any characteristics seriously detri-
mental to family life and one in which sub-
standard dwellings do not predominate, or the
neighborhood is the subject of a concerted
program, actively under way, which is de-
signed to bring it up to this standard and
leasing under Section 23 is an element of
this program; and

"(6) The dwelling is reasonably accessible to
public transportation, schools, churches
and stores."

The circular stated that, in addition to meeting the
above standards, the dwelling must meet the provisions of lo-
cal building codes.

We believe that the HUD requirements are reasonable and
are consistent with the objective of providing decent, safe,
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and sanitary housing for low-income families. Our review
showed, however, that some LHAs had imposed additional con-
siderations for selecting dwelling units under the leased-
housing program that tended to limit the number and types
of dwelling units that might otherwise have been acceptable,
or could have been made acceptable, under the standards es-
tablished by HUD.

For example, records at one of the LHAs that had expe-
rienced considerable difficulty in obtaining leased housing
units showed that the LHA had rejected an offer from a prop-
erty owner who indicated that he would be willing to convert
a number of small dwellings into about 20 larger size units
for the leasing program. According to the LHA's records,
the offer was rejected because the properties were located
in an area that had public housing facilities.

In view of the fact that larger size units in public
housing projects at this LHA were in short supply and since
one of the objectives of the leasing program is to provide
temporary placements of low-income families in decent hous-
ing while the community proceeds with construction leading
to an adequate, permanent low-rent housing supply, it does
not seem reasonable for an LHA to reject rental-housing of-
ferings on the basis that the properties are located near
public housing facilities.

At another city we found that the IHA's standards re-
quired that, in addition to meeting local code requirements
and other standards prescribed by HUD, each dwelling unit
selected for leased housing must be equipped with a new
range, a new refrigerator, and a modern kitchen and bath-
room. We noted that this LHA had experienced considerable
difficulty in obtaining units of the sizes needed for its
leasing program. Although we agree that such considerations
are desirable in a dwelling unit, we believe that LHA stan-
dards should not preclude the acceptance of rental-housing
offerings if the dwellings meet HUD's criteria for decent,
safe, and sanitary housing and have acceptable ranges and
refrigerators in satisfactory working condition.

We proposed to the Secretary of HUD that action be
taken, through inclusion of an appropriate provision in
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annual contributions contracts, to preclude LHAs from im-
posing restrictions on the leasing of vacant dwelling units
which would otherwise be acceptable, or could be made ac-
ceptable, under the standards established by HUD,

Agency comments and our evaluation

HUD stated that it would be questionable whether the
inclusion of a provision, such as we had proposed, in annual
contributions contracts would be effective, since the selec-
tion of units to be leased under the program necessarily in-
volves a degree of judgment by the 1LHAs as to rent to be
charged in relation to the location, condition, and livabil-
ity of the dwelling.

HUD further stated that it would not consider it unrea-
sonable for an LHA to apply for a leasing program on the
basis of a plan of operations that, for example, would in-
volve justifiable restrictions on the locations of the units
to be leased and then subsequently to administer the program
in accordance with that plan of operations. HUD pointed out
that the objective of our proposal could probably best be ac-
complished through an educational and guidance process.

We realize that LHAs must exercise judgment in accept-
ing rental-housing offerings under the leasing program; how-
ever, we believe that certain LHAs have been too selective
in this regard. Also, we noted that none of the applications
for leased-housing programs submitted by LHAs covered in our
review contained restrictions on the locations of the units
to be leased under the program.

We recognize that ILHAs might want to be more selective
in the dwelling units brought under the leasing program when
there is a large supply of vacant dwellings available in the
unit sizes and rental ranges needed for the particular leas-
ing program and when leasing progress is not adversely af-
fected as a result of such selectivity. However, in view
of the shortage of suitable vacant dwelling units in many of
the cities included in our review and in view of the slow
progress made by certain LHAs in leasing such units, we be-
lieve that HUD should take appropriate action to prec¢lude
LHAs from imposing restrictions on the leasing of vacant
dwelling units that go beyond the standards established by
HUD.
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Recommendation

We recommend that the Secretary of HUD establish a re-~
quirement that specific attention be given, during HUD re-
views of LHA leasing operations, to determining whether
leasing progress is being impeded because of LHA-imposed re-
strictions that go beyond the standards established by HUD
and that, if such impediments are found, appropriate action
be taken to remove them,



Leased-housing programs should be designed
and adjusted in line with the housing needs
of low-income persons and the availability
of suitable vacant housing in the area

We found that the original applications for participa-
tion in the leased-housing program, submitted by some of
the LHAs included in our review and approved by HUD, con-
tained statistical information which, in our opinion, did
not sufficiently show either (1) the need for the quantity
of certain size dwelling units requested or (2) the avail-
ability of sufficient suitable housing of certain sizes
needed within the rental rates that would qualify for the
particular leasing program. In other cases, we found that
1HA applications contained justifications that either did
not materialize or subsequently became inappropriate because
of changes in existing circumstances.

As a result, there were unnecessary tie-ups of annual
contribution fund commitments that otherwise would have been
available for assignment by HUD to other localities. Our
review showed that certain LHAs subsequently had made some
adjustments in the numbers and sizes of dwelling units au-
thorized for their leased-housing programs to bring the pro-
grams more in line with the need for, and availability of,
suitable housing. We believe, however, that additional ad-
justments should have been made to permit more effective as-
signments of annual contribution fund commitments. The fol-
lowing example illustrates one of the types of situations
that we found.

In April 1966, an 1HA was granted approval by HUD to
lease 1,000 dwelling units under the leased-housing program.
According to the LHA's application, all units were to be
leased within 1 year after HUD's approval. The application
showed that 100 of the 1,000 units were to be of the two-
bedroom size; however, the application did not contain in-
formation indicating a need for that size dwelling unit. 1In
fact, the application showed that the LHA had more than 200
vacant two-bedroom units in its conventional low-rent public
housing projects, compared with a waiting list of only nine
applicants needing that size unit.
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Also included in the LHA's authorization for 1,000
dwelling units were 300 three-bedroom units. The request
for the three-bedroom units was justified primarily on the
basis of the LHA's stated assumption that many of the fami-
lies who were living in what the IHA considered to be over-
crowded conditions in the conventional public housing proj-
ects would be willing to move into larger size leased hous-
ing units.

By the end of the first year of operation, the IHA had
only 15 (5 percent) of the 300 authorized three-bedroom
units under lease and had only a few applications on hand
from low-income families for such units. LHA officials ad-
vised us that many of the families in the conventional proj-
ects who were considered to be overcrowded preferred to re-
main where they were, rather than to move to larger dwelling
units under the leasing program.

We noted also that the LHA had had considerable diffi-
culty in locating and leasing suitable three-bedroom units
because of the limited number of such units available within
the rental range established by the LHA for its leasing pro-
gram. Information in the LHA's application gave ample indi-
cation, in our opinion, that the LHA would encounter diffi-
culty in leasing 300 three-bedroom units. Although the
LHA's application pointed out that there were approximately
3,400 vacant standard three-bedroom dwelling units in the
city, the application also contained statistical data which
indicated that the LHA knew,. or had reason to believe, that
less than 160 of such units would be offered for use under
the leased-housing program.

After the leasing program had been in operation for
about 18 months, the IHA adjusted the allocation of its
1,000 dwelling units by reducing the number of three-bedroom
units authorized from 300 to 200 and increasing the number
of one-bedroom units authorized from 250 to 350. We noted,
however, that as of June 30, 1968, only 50 three-bedroom
dwelling units had been leased even though the leasing pro-
gram had been in operation for approximately 26 months.

We believe that HUD approved leased-housing programs

for some communities without giving adequate consideration
to whether the proposed programs submitted by the LHAs were
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tailored to the housing needs of the low-income persons in
the respective communities and were within the limits of
the available supply of suitable vacant dwelling units hav-
ing acceptable rental rates.

We proposed to the Secretary of HUD that timely assis-
tance and guidance be given to LHAs in their applying for
leasing programs of the types and sizes needed for particu-
lar localities and in adjusting existing programs in line
with the present-day circumstances regarding housing demand
and housing availability.

We proposed also that HUD's procedures regarding pro-
gram adjustments be strengthened through the inclusion in
each annual contributions contract of a provision which
would allow Federal participation only with respect to
dwelling units that are leased within a reasonable, stipu-
lated period of time and which would provide that, at the
end of such time, an adjustment be made in the LHA's program
in line with its current needs and the availability of hous-
ing. We stated our opinion that such a time-phased control
feature would encourage better leasing progress under the
program.

Agency comments and our evaluation

In commenting on our draft report, HUD pointed out that
action had been taken in December 1967 to facilitate the ap-
proval of leasing programs by delegating to regional admin-
istrators the full authority for approving program applica-
tions submitted by IHAs and by eliminating the Washington
headquarters review of program applications.

HUD pointed out also that production divisions for hous-
ing assistance activities had been established at the Wash-
ington headquarters and regional levels in March 1968 to en-
sure that adequate attention would be given to the urgency
of volume and balanced production of housing for low-income
families. HUD stated that the production divisions had been
given responsibilities that included monitoring the produc-
tion aspects of the leased-housing program and ensuring that
production effort would not follow the course of least re-
sistance but would be directed toward providing elderly or
family housing as the local requirements indicate.
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We believe that the responsibilities of the regional
production divisions, if effectively carried out, should
provide better assurance that leasing programs will be de-
signed and adjusted, when necessary, in line with the hous-
ing needs of low-income persons and the availability of
suitable vacant housing in particular localities.

HUD pointed out that subsequent to February 1968, ap-
proximately $2,800,000 of annual contributions fund commit-
ments, involving more than 2,700 dwelling units, had been
recaptured from IHAs making unsatisfactory progress and re-
assigned to other LHAs. Although we recognize that adjust-
ments have been made in certain leased-housing programs,
particularly as a result of a circular issued by HUD advis-
ing regional offices and LHAs to consider making appropriate
adjustments in existing programs as a means of accelerating
leasing progress, we believe that additional adjustments are
needed to improve implementation of the overall program.

We noted, for example, that as of March 1969, action
had not been taken to reduce the total number of dwelling
units authorized for two localities included in our review
even though the leasing programs in those localities had
been in operation for about 2 and 3 years, respectively, and
the LHAs had only leased about 50 percent of the units au-
thorized. :

HUD advised us that it had frequently considered in-
cluding a provision in each annual contributions contract
that would allow Federal participation only with respect to
the dwelling units that are leased within a reasonable,
stipulated period of time, as we had suggested, but had re-
jected the idea because HUD believed that it would result in
an undesirable degree of inflexibility in contract adminis-
tration. HUD pointed out, however, that instructions had
been issued to regional offices and LHAs in January 1969 des-
ignating time frames as production milestones for leasing
dwelling units under both new programs and existing programs.

HUD stated that an LHA's failure to adhere to its ap-
proved schedule would be prima facie evidence of a failure
to lease expeditiously and would serve as a basis for reduc-
tion of the Government's commitment of annual contributions
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funds under the contract with respect to the authorized
units that had not been leased. HUD pointed out that, for
new programs in excess of 100 dwelling units, leasing would
be required to be completed within 1 year after the program
was approved and that, for smaller programs, a proportion-
ately shorter period would be specified.

We believe that the Department's instructions, if prop-
erly implemented, should accomplish the objectives under-
lying our proposal and strengthen HUD's procedures for mak-
ing appropriate program adjustments.
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CHAPTER 3

NEED TO MODIFY ADMISSION PRIOCRITIES AND

ELIGIBILITY REQUIREMENTS

With HUD's approval and encouragement, certain of the
LHAs covered in our review were bringing under the leasing
program low-income persons who were already occupying de-
cent, safe, and sanitary housing, while large numbers of ap-
plicants on the waiting lists for dwelling units in feder-
ally assisted low-rent public housing projects continued to
live in substandard housing or under overcrowded conditions.
In many instances, these occupants of standard housing con-
tinued to live, under the leasing program, in the same dwell-
ing units they had occupied for several years prior to par-
ticipating in the program,

The LHAs, in many cases, negotiated higher lease rates
for such housing than had been charged the occupants prior
to their coming under the leased-housing program, even
though there were no justifications or explanations in the
LHAs' records for the rent increases.

Also, some LHAs were providing assistance under the
leasing program to persons who had relatively large asset
holdings, and two LHAs were operating their leasing programs
in such a manner that many eligible applicants who had been
on the waiting lists for accommodations in conventional low-
rent housing projects were not always afforded the opportu-
nity to obtain suitable housing under the leasing program.

Program coverage given to persons already
adequately housed while applicants on waiting
lists for federally assisted housing continued
to live in substandard dwelling units

Eight of the 11 LHAs included in our review had given
coverage under the leasing program to persons who already
were occupying decent, safe, and sanitary housing. Many of
the tenants continued to live in the same dwelling units
that they had occupied prior to coming under the leasing
program (residual tenants), while other tenants moved from
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one standard dwelling to another at the time they came un-
der the program. Although such tenants appeared to be
technically eligible for leased housing under the standards
and requirements established by the LHAs, the tenants had
been providing for their own housing needs without the as-
sistance of the Federal leasing program until the LHAs
brought them under the program.

Our review showed that HUD had encouraged LHAs to fol-
low the practice of leasing standard dwelling units already
occupied by low-income tenants. The Deputy Assistant Sec-
retary for Housing Assistance advised HUD regional offices
and LHAs to lease standard units occupied by low-income
families and elderly citizens as a means of accelerating
leasing progress.

We believe that HUD should require LHAs to give prior-
ity, under the leasing program, to housing eligible low-
income applicants who are in immediate need of decent, safe,
and sanitary places to live. We noted that, during hearings
on HUD appropriations for 1967, before the Subcommittee on
Independent Offices, House Committee on Appropriations, the
then-Acting Deputy Assistant Secretary for Housing Assis-
tance had stated that the demand for additional federally
assisted low-rent housing spoke for itself inasmuch as there
were 8 million low-income families living in substandard
housing in the United States.

At the time of our field visits (July to October 1967),
the eight LHAs had leased a total of about 2,300 dwelling
units, of which about 460 (20 percent) were occupied by re-
sidual tenants. On the basis of our analyses of LHA records,
discussions with LHA officials, and discussions with leased-
housing tenants and landlords in some cases, we have esti-
mated that more than 95 percent of the dwelling units occu-
pied by residual tenants were already in standard condition
and not in need of rehabilitation before being brought un-
der the leasing program. We therefore concluded that the
residual tenants occupying such dwelling units had been
adequately housed and consequently were not in immediate
need of decent, safe, and sanitary housing at the time they
were brought under the leasing program,.
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During our review at one LHA, we observed that appli-
cants for leased housing had been asked to contact their
present landlords and request them to participate in the
leasing program. The applicants had been told that, if
their landlords were willing to participate in the program,
the tenants could receive Federal assistance toward their
rent payments and could remain in the same dwelling units
they were already occupying.

As of September 1967, the LHA had leased about 470
dwelling units, including about 170 units (36 percent) that
were occupied by residual tenants who continued to live in
the same units that they had lived in prior to coming under
the leasing program. We also noted that the LHA had more
than 20,000 applicants on its waiting lists for low-rent
public housing. The applications for public housing accom-
modations did not indicate whether the applicants were liv-
ing in standard or substandard housing. We noted, however,
that the LHA's application for the leased-housing program
contained statistical data which showed that about 134,000
of the renter-occupied housing units in the city in 1960
were in substandard condition,

At another LHA we noted that specific priorities had
been established for the selection of tenants for federally
assisted housing according to the urgency of their housing
needs. Our review showed, however, that the LHA generally
did not follow its priority system in selecting tenants for
leased housing. We examined about 300 applications per-
taining to tenants housed under the leasing program and
found that 227 (75 percent) had not been assigned any prior-
ity classification before being brought under the program.

We were advised by officials of this LHA that, during
the early stages of the leasing program, an LHA employee
had inspected dwelling units of persons applying for leased
housing and had assigned priority classifications based on
urgency of housing need but that, as the LHA had come under
increased pressure from HUD to house more tenants under the
leasing program, the inspections had been discontinued and
priorities had been assigned only to housing applicants who
had been displaced and did not have places to live.
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We noted that the LHA had sent form letters to land-
lords and property owners containing the following state-
ment:

'""*%% if there are any tenants in occupancy who
may be eligible for Leased Housing, they can re-
main where they are and our negotiators will
project a lease to the owner, if the usual con-
ditions are met,"

The LHA also advertised the above statement in a local news
magazine for apartment owners.,

As of September 1967, the LHA had leased about 460
dwelling units, including about 100 units (22 percent) that
were occupied by residual tenants. According to an LHA of-
ficial, all the leased units occupied by residual tenants
had been in standard condition prior to being brought under
the leasing program. At that time, the LHA had more than
1,000 applicants on its waiting lists for federally assisted
low-rent housing, We believe that the LHA should administer
its leasing program so as to provide housing for those low-
income families and individuals on the waiting lists who are
in immediate need of decent, safe, and sanitary places to
live,

As of June 1967, another of the LHAs included in our
review had leased a total of 500 dwelling units, including
80 units (16 percent) that were occupied by residual ten-
ants. According to LHA records, 77 of the 80 units occu-
pied by residual tenants were in standard condition prior
to the time they were brought under the leasing program and
the remaining three dwelling units had to be brought up to
standard condition to be acceptable for leased housing.

As of May 1968, this LHA had about 850 dwelling units
under lease, including about 175 that were occupied by re-
sidual tenants. The LHA's records showed that about 1,000
tenants had been brought under the leasing program from its
inception through May 1968, including about 600 tenants who
had been living in standard housing prior to the time they
were brought under the leasing program. According to the
LHA's records, the majority of the remaining 400 tenants had
been living in substandard housing and overcrowded conditions
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or were about to be displaced prior to being brought under
the leasing program.

We noted that the LHA had a separate waiting list for
leased housing and for each of its 21 conventional low-rent
public housing projects. The applications on file as of
May 31, 1968, for leased housing and for four of the LHA's
conventional housing projects showed that about 315 eligible
low-income families and individuals were living in substan-
dard or overcrowded dwellings or were about to be displaced.

In commenting on the LHA's practice of extending the
leasing program to persons already living in standard hous-
ing while other low-income families and individuals on the
waiting lists for federally assisted housing continued to
live in substandard or overcrowded conditions, an LHA offi-
cial advised us that, although such a practice had not been
the original intent of the LHA's leasing program, it had
been accepted by HUD as a means of bringing dwelling units
under the program. According to the LHA official, the pro-
gram was originally intended to take care of low-income fam-
ilies and individuals who were most in need of decent, safe,
and sanitary places to live.

During our review, we questioned HUD officials at one
regional office concerning the practice of bringing into the
leasing program residual tenants and other tenants living in
standard housing while large numbers of applicants on the
LHAs' waiting lists continued to live in substandard housing.

We were advised by the officials that they believed
that the program should be used to financially assist low-
income families and individuals living in standard dwellings
and paying disproportionate shares of their incomes for
rents. According to the HUD officials, many families even-
tually would be forced out of standard housing into substan-
dard housing without the support of the leasing program.

We were advised also that the practice of bringing residual
tenants into the program helped the LHAs in meeting their
goals of providing eligible low-income families with the
benefits of the program.

The Housing and Urban Development Act of 1965 states
that the section 23 leased-housing program was established
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for the purpose of providing a supplementary form of low-
rent housing which would aid in ensuring a decent, safe,
and sanitary place to live for every citizen in need of
such housing by taking full advantage of suitable vacant
dwellings in the private housing market. In our opinion,
it is questionable whether the objective of providing de-
cent, safe, and sanitary housing to those in need of such
housing is being fully met by LHA's that have extended the
program to persons already occupying standard housing while
applicants on waiting lists for public housing continue to
live in substandard housing or in overcrowded conditions.

We noted that the staff of the National Commission on
Urban Problems undertook a study to measure the extent of
inadequate housing for large, poor families in seven se-
lected cities in the United States., In a research report
prepared in July 1968 for the consideration of the National
Commission on Urban Problems, the Commission staff dis-
closed that about 103,000 large families residing in the
seven cities had incomes so low that they were presumed un-
able to obtain standard housing in the private rental hous-
ing market.

The report pointed out that there were less than 20,000
public housing and other subsidized large-size dwelling
units available to accommodate these low-income families,
The report concluded that about 83,000 large, low-income
families residing in the seven cities lacked adequate hous-
ing. Two of the cities covered by the study were included
in our review, and the LHA in one of these two cities had
been using the resources of the leased-housing program to

house low-income persons who were already living in stan-
dard housing.

We proposed in our draft report that HUD require LHAs
to establish and adhere to a priority system which would re-
sult in leased housing being provided to low-income persons
who are in immediate need of decent, safe, and sanitary
places to live, before program coverage is provided to low-
income people already living in standard housing.
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Agency comments and our evaluation

HUD informed us that a priority system such as we had
proposed was not needed. HUD stated that, since occupied
dwelling units would not otherwise be available for use in
the leasing program, the adverse effects of leasing dwell-
ings occupied by low-income persons upon other applicants
awaiting admission to low-rent housing were not significant.
HUD pointed out that many dwelling units are made available
for the leased-housing program only because the owners are
assured that the present tenants will continue to live in
the dwellings.

HUD stated that, if an applicant who is occupying a
standard dwelling that can be leased is eligible for low-
rent public housing and is paying a rent that requires the
family to sacrifice other necessities, it would be unreason-
able to require the applicant to move as a condition for ob-
taining assistance under the leased-housing program. HUD
informed us that a procedure was being established that
would require an LHA to make a determination, in cases where
a family is to be assisted in the payment of its rent, that
continued occupancy ofadwelling in the absence of such as-
sistance would require the family to sacrifice other neces-
sities to pay the rent being charged.

In our opinion, the practice of leasing standard dwell-
ings already occupied by low-income persons does not help to
remedy the housing conditions of low-income persons who are
inadequately housed. We believe that, in implementing the
leased-housing program, priority should be given to locating
and leasing vacant standard dwelling units that would pro-
vide decent, safe, and sanitary housing to meet the immedi-
ate needs of low-income displacees and applicants on public
housing waiting lists who are not adequately housed.

Matter for consideration by the Congress

We believe that the Congress may wish to consider
whether the leased-housing program should be operated so as
to give housing priority to low-income persons who are not
adequately housed.
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Questionable lease rates negotiated
by 1HAs in obtaining occupied
dwelling units

During our review, we examined into the reasonableness
of lease rates negotiated by LHAs for dwelling units that
were occupied by residual tenants and brought under the
leasing program. Our examination showed that LHAs often
negotiated higher lease rates for the occupied dwelling
units than had been charged the tenants prior to their
being brought under the leasing program. We recognize that
rental increases may have been warranted in certain cases
on the basis of fair market value, improvements and major
repairs, or other valid reasons; however, during our review
we identified a number of cases where rental increases did
not appear to us to have been justified.

LHAs' records relating to the approximately 460 dwel-
ling units occupied by residual tenants under the program
(see p. 27) showed that (1) in 178 cases (39 percent),

ILHAs had negotiated lease rates which were higher than had
been charged the residual tenants before their participa-
tion in the leasing program, (2) in 144 cases (31 percent),
LHAs had negotiated lease rates which were the same as had
been charged the residual tenants, and (3) in 87 cases

(19 percent), LHAs had negotiated lease rates which were
lower than had been charged the residual tenants., For the
remaining 51 cases (11 percent), information available in
LHA records or in our files was not sufficient to enable us
to make a determination regarding the lease rates.

We selected 101 of the 178 cases involving rental in-
creases for residual tenants and examined into the reasons
for the increases. The rent increases ranged from about $2
to $30 a month and averaged $12 a month. Percentagewise,
the increases ranged from about 2 percent to 63 percent.
Our examination of LHA records, discussions with LHA offi-
cials, and, in some cases, discussions with leased-housing
tenants and landlords did not provide any explanations jus-
tifying the rental increases in 55 of the 10l cases.

In the remaining 46 cases, we believe that it might

have been reasonable to expect rental increases in some in-
stances because of such things as increased property taxes,
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owner assumption of utility expenses previously paid by
tenants, and improvements to the dwelling units. In 14 of
the 46 cases, however, only routine maintenance and/or re-
decorating work was involved and we question whether rental
increases would be justified on this basis.

In addition, we found that one LHA had leased 14 effi-
ciency apartments in one building at the higher rate being
charged by the owner for one-bedroom units, These units
did not involve residual tenants, and LHA records showed
that, at the time the units were brought under the leasing
program, they had been misclassified by the owner as one-
bedroom apartments. In the building, apartments classified
as one-bedroom units were renting at $95 a month and apart-
ments classified as efficiency units were renting at $87.50
a month.

An LHA leasing official informed us that he was not
aware that the apartments had been misclassified until he
inspected some of the units several months after they had
been leased. According to the LHA official, the owner
would not reduce the lease rates on the apartments until
his l-year leases with the LHA had expired.

We were advised by a HUD regional official that, dur-
ing a management review at one of the LHAs included in our
review, he had found that, in several cases, dwelling units
had been brought under the leasing program at lease rates
which were higher than justified. The HUD official pointed
out that, in two cases involving dwelling units occupied by
residual tenants, the LHA had negotiated lease rates which
were higher by $18 and $13, respectively, than the rental
rates that had been charged the tenants prior to their par-
ticipation in the program,

The HUD official stated that he had inspected the two
dwellings and had determined that the rental increases were
not justified. He stated also that he had advised the LHA
to examine more carefully into the reasonableness of pro-
posed lease rates before accepting dwelling units offered
under the program.

Regarding cases where LHAs had negotiated lease rates
which were lower than had been charged residual tenants
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prior to their participation in the leasing program, we
were advised by officials of several LHAs that owners and
landlords had been willing to lower the lease rates in cer-
tain cases because they had recognized the benefits of
guaranteed monthly rents under the program.

We believe that LHAs should be required by HUD to ne-
gotiate lease rates that are no higher than the rates that
had previously been charged for the dwelling units unless
the rental increases are properly justified on the basis of
property improvements, additional services to tenants, in-
creased owner costs, or other valid reasons. Moreover, we
believe that LHAs should be encouraged to negotiate lower
lease rates whenever possible by stressing the benefits of
guaranteed monthly rents to property owners and landlords
who participate in the leasing program,

We proposed that appropriate action be taken to re-
quire that LHAs, in obtaining dwelling units under the
leasing program, negotiate lease rates that are no higher
than those rates previously charged for the units, unless
higher rates are clearly justified. We stated that LHAs
should be required to fully document the reasons for any
higher rates negotiated so that the reasonableness of such
rates could be evaluated by HUD during its management re-
views of LHA operations.

Agency comments and our evaluation

In commenting on this matter, HUD stated that it con-
curred in our proposal and would include the following pro-
vision in a handbook currently being prepared covering re-
quirements and guidelines to be observed by HUD regional
offices and 1HAs in administering the leased-housing pro-
gram,

"Properties for a leasing program are to be rented
by a Local Authority at an amount not higher than
their fair rental value. In conducting negotia-
tions rents should not be offered that exceed
amounts that individual lessees are paying for
similar properties in the locality, although, of
course, differences in facilities or services that
may be provided to the Local Authority, and not
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furnished to others, may be taken into account.
An inquiry should be made as to the price at
which the property was previously rented. When
rents are paid that are higher than those pre-
vailing in the locality for similar properties,
or when the rent negotiated is higher than the
amount for which the property previously was
leased by the owner, documentation in the Local
Authority files should indicate the reason. In
general, when all other things are equal, the
Local Authority should expect to obtain proper-
ties at rents somewhat below amounts that others
are paying because of its status as a responsible
public agency that can offer guaranteed occu-
pancy over a relatively long period of time,
usually with no risk of collection loss."

In our opinion, the action being taken by HUD should
encourage LHAs to negotiate more favorable lease rates in

bringing dwelling units under the leased-housing program,

Recommendations

We recommend that, to ensure effective implementation
of HUD's proposed instructions, the Secretary of HUD re-
quire that specific attention be given during HUD reviews
of LHA leasing operations to determining whether dwelling
units are being brought under the leased-housing program
at negotiated lease rates which are no higher than the rates
previously charged for the units, unless higher rates are
properly justified. We recommend also that, if it is de-
termined that improper rates are being negotiated, appro-
priate corrective measures be taken.
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Program coverage given to persons who
had relatively large asset holdings

Our review of LHA records showed that persons with
relatively large asset holdings had been brought under the
leasing program. We believe that HUD should require LHAs
to adhere to reasonable limitations on tenant asset hold-
ings in determining the eligibility of families and in-
dividuals who have applied for leased housing.

Under HUD procedures, an LHA is not required to estab-
lish limitations on the maximum amount of assets that a
low-income family or individual may have in determining an
applicant's eligibility for occupancy under either the
leased-housing program or the conventional low-rent public
housing program. HUD, however, has encouraged LHAs to con-
sider applicants' asset holdings in determining their eli-
gibility for federally assisted housing. The HUD manage-
ment handbook for LHAs contains the following suggestion
regarding the establishment of asset limitations.

"In recognition that a family's income alone may
not be fully indicative of its ability to obtain
or pay for housing, each Local Authority should
consider the establishment of limitations on as-
sets so that it will not admit or continue in
occupancy families whose assets are so large
that, if they were used to supplement income,
the families would be able to obtain or retain
adequate housing from private enterprise."

We found that nine of the 11 LHAs included in our re-
view had established limitations on the maximum amount of
assets that applicants could have and still be considered
eligible for leased housing. The asset limitations ranged
from $3,000 to $15,000 for elderly citizens and from $3,000
to $9,000 for low-income families. The asset limitations
applicable for accommodations under an LHA's leased-housing
program were generally the same as the asset limitations ap-
plicable for occupancy under the LHA's conventional low-
rent public housing program. Neither of the remaining two
LhAs included in our review considered the asset holdings of
the applicant in determining an applicant's eligibility for
leased housing or for low-rent public housing.
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We found that one of the LHAs that did not consider
asset holdings in determining tenant eligibility had ac-
cepted, under the leasing program, two elderly tenants who,
according to ILHA records, had savings of about $33,500 and
$24,000, respectively. The LHA leased the dwelling units
from their owner at monthly rentals of $88 and $85, respec-
tively, and subleased them to the tenants at monthly rent-
als of 850 each.

In our opinion, persons with such large asset holdings
should not be receiving Federal housing assistance ($456
and $420 a year) under the leased-housing program, We
noted that an LHA located only a few miles away had estab-
lished an eligibility policy that provided that low-income
families and elderly citizens having assets in excess of
$3,000 would not be eligible for leased housing or for low-
rent public housing, except in exceptional cases upon the
special approval of the LHA's board of commissioners,

The other LHA that did not consider asset holdings of
applicants for leased housing had extended the leasing pro-
gram to two tenants who, according to LHA records, had as-
sets valued at about $27,500 and $18,400, respectively.

We found that another ILHA had extended the leased-
housing program to five tenants who, according to LHA rec-
ords, each had assets valued from approximately $12,200 to
$18,600. This LHA had established an eligibility policy
which permitted low-income families and elderly citizens
with assets up to $9,600 to participate in its leasing pro-
gram, depending on the number of persons in the applicants’
families, It therefore appears that the LHA did not always
follow its established policy regarding tenant asset hold-
ings in bringing applicants under the leasing program.

Another LHA had established an eligibility policy which
permitted elderly citizens with asset holdings of $15,000
and low-income families with asset holdings of $5,000 to
participate in the IHA's leased-housing program and in its
conventional low-rent public housing program. We noted that
in the area served by this LHA, HUD had authorized the Fed-
eral Housing Administration to administer a rent supplement
program which limits participation to low-income elderly
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citizens having assets of $5,000 or less and to low-income
families having assets of $2,000 or less,

Our review of the LHA's records relating to about 600
tenants brought under the leasing program showed that, in
140 cases (23 percent), the tenants would not have quali-
fied for Federal housing assistance under the rent supple-
ment program because their asset holdings exceeded the
limitations established by HUD for that program., We noted
from the records that, in 44 of the 140 cases, the tenants
had assets valued between $10,000 and $15,000,

Inasmuch as the leased-housing program and the rent
supplement program are both intended to provide decent,
safe, and sanitary housing for low-income families and
elderly citizens who otherwise could not afford to live in
such housing, we believe that HUD should also require I1HAs
to adhere to reasonable asset-holding limitations in se-
lecting tenants under the leasing program. We therefore
proposed that HUD require LHAs to establish and adhere to
reasonable limitations on tenant asset holdings in de-
termining the eligibility of persons for assistance under
the leased-housing program.

Ag

ency comments and our evaluation

In commenting on our proposal, HUD made reference to a
GAO reportl issued to the Congress in April 1963, in which
we had recommended that consideration be given to amending
the United States Housing Act of 1937 to provide that HUD
require LHAs to establish limitations on the amount of as-
sets that may be owned by a family that is to be considered
eligible for low-rent public housing accommodations, HUD
stated that, since the pertinent legislation had remained
unchanged and since the leased-housing program in this re-
spect was in precisely the same position as the older low-
rent public housing program, it was HUD's view that, under

lEntitled "Review of Eligibility Requirements, Rents, and
Occupancy of Selected Low-Rent Housing Projects, Public

Housing Administration, Housing and Home Finance Agency”
(B-118718, April 26, 1963).
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existing legislation, the establishment of asset limits
by LHAs was not an area which HUD could control by specific
mandate.

HUD also made reference to the action taken by the
Congress in requiring HUD to establish limitations on the
maximum asset holdings that a low-income family or individ-
ual could have to qualify for participation in the rent
supplement program administered by the Federal Housing Ad-
ministration. HUD stated that, if the Congress had in-
tended that LHAs not be given discretion on the matter of
tenant asset holdings, affirmative action would have been
taken to require that asset-holding limitations be estab-
lished for determining eligibility for Federal assistance
under the low-rent housing programs administered by LHAs.

HUD stated that it had consistently urged and worked
for the establishment of asset policies by LHAs and that it
planned to continue its efforts to promote voluntary action
by those LHAs that had not adopted reasonable asset policies
for determining eligibility for federally assisted low-rent
housing.

Regarding HUD's comments, we noted that, during con-
gressional hearings on HUD's supplemental appropriations
for 1966, members of the Congress had expressed considerable
interest and concern that HUD had proposed eligibility re-
quirements for the rent supplement program that would have
permitted low-income persons with relatively high asset
holdings to participate in the program. Pursuant to con-
gressional intent that appropriate measures be taken to
limit Federal housing assistance under the rent supplement
program to low-income persons who could not provide decent,
safe, and sanitary housing for themselves, HUD subsequently
established maximum asset-holding limitations of $5,000 for
elderly citizens and $2,000 for low-income families for de-
termining applicants' eligibility under the program.

We believe that the expressed congressional concern
which prompted HUD to establish specifiec limitations on the
maximum amount of assets that low-income families and el-
derly citizens could have to be eligible for participation
in the rent supplement program is indicative of the concern
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of the Congress that HUD provide adequate controls to en-
sure that Federal assistance for low-rent housing is of-
fered, to the maximum extent possible, to low-income per-
sons who do not have the financial resources to provide
decent, safe, and sanitary housing for themselves.

Matter for consideration by the Congress

We believe that the Congress may wish to consider
whether asset limitations should be established for de-
termining the eligibility of families and individuals for
assistance under the leased-housing program.
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Eligible applicants on waiting lists for
housing in low-rent public housing projects
not given full consideration for housing
under the leasing program

Our review showed that two LHAs were operating their
leasing programs in such a manner that many eligible ap-
plicants who had been on the waiting lists for dwelling
units in the LHAs' conventional low-rent public housing
projects had not been afforded the opportunity to obtain
suitable low-rent housing under the leasing program. We
believe that the practices followed by the two LHAs were
inconsistent with the leasing-program objective of provid-
ing suitable housing for low-income people who are in im-
mediate need of such housing but who cannot be accommo-
dated in conventional low-rent housing projects because
sufficient suitable dwelling units of the sizes needed are
not available.

One LHA was operating its leased-housing program sep-
arately from its conventional low-rent public housing pro-
gram and had a separate waiting list for leased housing and
for each of its low-rent public housing projects. We were
advised by LHA officials that, as a general practice, the
leasing program had been extended only to those low-income
families and elderly citizens who had specifically re-
quested and applied for accommodations under that program
and to certain tenants who had previously been living in
the LHA's low-rent public housing projects and had shown
themselves to be capable of living in private rental hous-
ing.

We were advised by LHA officials also that eligible
applicants who were on the waiting lists for dwelling units
in the LHA's low-rent public housing projects generally were
not referred to the LHA's leased-housing staff or given con-
sideration relative to being accommodated in dwelling units
made available under the leasing program. Some of the ILHA's
project managers stated that they did not refer many appli-
cants to the leased-housing staff because the standards and
requirements considered for acceptance of tenants under the
leasing program were somewhat higher than the standards and
requirements considered in placing tenants in low-rent
housing projects.
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We noted that the LHA, in applying for a leased-
housing program, had pointed out to HUD that low-income
applicants would be carefully screened so that the LHA and
the property owners who participated in the program would
be reasonably certain that dwelling units brought under
the program would be occupied by persons who were capable
of living in decent, safe, and sanitary private rental
housing without the close attention that was normally pro-
vided to tenants living in low-rent public housing pro-
jects.

Regarding the other LHA, we examined records relating
to tenants who had been brought under the leasing program
as of August 1967 and found that, in about 160 cases, the
tenants had not registered for federally assisted housing
until some time after the LHA's leasing program had been
approved by HUD. We noted, however, that the LHA had a
waiting list consisting of more than 20,000 low-income
families and elderly citizens who had registered for fed-
erally assisted housing. We were informed by an LHA offi-
cial that many applicants had been on the waiting list for
accommodations in low-rent public housing projects for more
than a year but could not be taken care of because suffi-
cient vacant dwelling units of the sizes needed were not
available.

According to the LHA official, the LHA concentrated
on providing leased housing to new applicants during the
first year that the program was in operation and did not
contact applicants who had previously applied for project
housing to advise them that they could also qualify for
leased housing. The LHA official pointed out that, after
the leasing program had been in operation for about a year,
the LHA realized that applicants who had been on the public
housing project waiting list the longest had not been given
adequate consideration for housing accommodations under the
leasing program. Consequently, in August 1967 the LHA be-
gan contacting applicants who had been on the waiting list
for considerable lengths of time to ascertain whether they
would be interested in participating in the leasing pro-
gram,
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In our opinion, all applicants on an LHA's waiting
lists who are eligible for low-rent public housing should
be given full consideration for housing under the leasing
program in accordance with reasonable priority standards
based on the urgency of their housing needs.

We proposed to HUD that it take appropriate action to
require LHAs to give applicants who are on the waiting
lists for accommodations in low-rent public housing projects
full opportunity to obtain suitable housing under the leas-
ing program.,

Agency comments and our evaluation

HUD advised us that its policies pertaining to tenant
selection for leased housing were basically the same as the
policies applicable to tenant selection for housing assisted
under other provisions of the housing act of 1937, as
amended, in that, when selections or referrals are made by
the 1HA, they must be made from the top of a communitywide
list of eligible applicants,

HUD also stated that the nature of the leasing program
and the legislation governing it made it necessary to mod-
ify the general selection policies to authorize LHAs to
(1) enter into agreements which provide that property owners
may select tenants, (2) place under lease standard dwellings
already occupied by low-income persons who are eligible for
immediate occupancy in accordance with applicable admission
policies, and (3) place under lease and assign to an eli-
gible applicant a dwelling that is found and brought to the
IHA's attention by that applicant., According to HUD, the
objectives underlying our proposal are served by these ba-
sic HUD tenant selection policies.

We noted that, from the time the leased-housing pro-
gram was implemented in October 1965 until April 1968, HUD
had not established procedures requiring LHAs to select
tenants for leased housing from the top of the community-
wide list of eligible applicants. HUD issued instructions
in April 1968 requiring LHAs to offer available dwellings
under the leasing program to eligible persons at the top of
the communitywide waiting list of applicants for low-rent
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housing, except where the selection of tenmants is gov-
erned by one of the aforementioned three methods.

The new instructions provide that, if an LHA has con-
ventional public housing projects and leased housing
projects, the LHA must select tenants for vacant public
housing units and for vacant leased housing units from
the top of the same waiting list. The instructions pro-
vide also that, if the property owner is to select ten-
ants from a list of applicants supplied by the LHA, re-~
ferral of applicants by the LHA be made from the top of
the waiting list,

We believe that HUD's instructions relating to the
selection of tenants by LHAs and by property owners should,
if properly implemented, provide better assurance that full
consideration is given to housing eligible low-income per-
sons who have been on the waiting lists for the longest
periods of time. Moreover, we believe that, if IHAs en-
courage applicants on the waiting lists to seek out va-
cant dwellings that might be suitable for leased housing,
applicants who are living in substandard housing may be
able to be accommodated under the leasing program more
timely than if they had to wait their turn on the waiting
lists,
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CHAPTER 4

SCOPE OF REVIEW

HUD statistical information showed that at June 30,
1967, HUD had approved a total of 86 leased housing proj-
ects involving approximately 22,300 dwelling units., Our
review covered leased housing projects administered by 11
LHAs, involving about 33 percent of the total dwelling
units authorized for leasing at that time, and included
some of the largest leasing programs in the nation,

During our review, we examined into applicable Federal
laws and regulations, HUD and LHA administrative policies
and practices, and various records and files to the extent
we deemed necessary. We also had meetings and discussions
with housing owners and landlords, members of real estate
boards, and leased-housing tenants, Our work was performed
at the HUD headquarters in Washington, D.C.; at the HUD re-
gional offices in Chicago (Region IV) and San Francisco
(Region VI); and at 11 LHAs operating leased-housing pro-
grams in HUD Regions I (New York), II (Philadelphia), IV,
and VI,
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DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT
WASHINGTON, D. C. 20410

REPLY REFER TO:
OFFICE OF THE ASSISTANT SECRETARY MAR 24 1969 '~ resL
FOR RENEWAL AND HOUSING ASSISTANCE

Mro, Mex Hirschhorn

Associate Director

Civil Divieion

U. S. General Accounting Office
Waghington, D. ¢. 205kC

Dear Mr. Hirschhorn:

The Secretary has asked me to recpond to your letter of December 12,
1968, requesting the Department's comments on your preposed report

to the Congress entitled "Opportunities to Improve the Implementation
of the Section 23 Leased Housing Program, Dep: rtment of Houcing and
ljvban Development."

The enclosed stetement conteins our comments on the material presented
in the proposed revort.

We appreciate the opportunity to review the proposed report before it
is presented to the Congress,

ﬁﬁ';’(‘erely your)s s /’)

S 1"

- £
Mmec/etar ’
AN

Enclosure
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Statement by the
Department of Hovsing and Urban Development

GAO Draft Heoport to the Congress

"Opportunities to Improve the Irplementation
of the Section 23 Leased Housing Proaram’

BDeforz Airectineg attention 1o the specific proposals, we sholl first have
to take issve with the

[See GAO note. ]

conclusion that "UD did not provide
timely assistance and gsnidance to IHAs to stimlate greater and more
effective efforts to lease cultshle available hourine.”
The leased housineg lenislation was 2nceted originally as »art of the
Housing and Urban Development Act 2f 1905 vhier inerenzed the arnual
contributions awthoriiation for low-rent houcing by a totnl of
$186,000,000 for a Tour-year period ending June 30, 1969, In ieshimony
hefore Conarecsional Committees on the 1665 Acl ¥GZacretary Weaver esti-
mated that the availablc anthorization would provide for develsmmeni of
2h0,000 dawellinge of whieh 40,000 would be derived from the Leased
Tlousinz Prozram. By June 30, 1963, a full year nrior to the date by
which 40,000 leased dwellinzs were Lo have been rrorrammed, HUD had
vlaced under Annual Contributions Conlract a total of L2,000 units.
The following table commorez the anmmal prosrarn level estivates evbe-
nitted by the Secretary in his testirory and actuol acconplishments
for the first three fiscal years and orsg-half of the I, yeor:

FY HUD Estimotes Jnits Placed Uhder ACC
T95E 5000 6,975
1967 10,000 15,h7h
1587 1,000 19,%%
1949 15,000 (full veer) 13,667 (6 monthe)
b0,950

Ve note and appreciate the comment in the draft repsrt that "HUD has shown
some eoncern over the wunsatisfactory progress made by a numder of LHAs in
obteining leased housinrc, and has taken certain actions during the vast
year to delermine the reasons for the slow progresss and to improve the
implementation of the leesing program.” We are prepared to concede, as
Jour study shows, that in some localities the actual leasing of dwellings
after excecution of the Annual Contributions Contract, fell well behind

¥Hearinrcs before the Subcommittee of the Senate Cormmittee on Banking and
Curreney, C9th Congress, lst Session, P. 10; Hearings before the Subeom-
mittee on Housing of the House Committee on Banking and Currency, 89th
Congress, lst Session, P, 173,

GAO note: Deleted comments relate to matters which were
presented in draft report but which have been
revised or omitted from this final report.
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expectations as projected in the schedule showm in the approved Application.
In a great many cases this was because of the optimism of the expectations;
&t the inception of the program staffing and administrative problems
involved in lessing operations at the loeal level were rather generally
underestimated, But as sooen as this trend was reecognized, HUD took timely
and effective corrective action,

HUD awarcness of the need for acceleration of leasing activities developed
during 1957 and the Department's resolution to act on it is indicated by the
Tact that in meking a commitment to the President that 70,000 dwellincs
would be made available for occupancy by low-income Tamilies durins the
period from October 1, 1967 throush September 30, 1945, very subctantial
reliance was placed upon the leasing program,

Acceleration of the rrorram alse was given impetus by a Tack Force Report
on the mission, operations and orzanization of the IAA that was completed
in October 1967, which recommended, 'High prioritiyr examinatior of ways to
stimlate faster progress with the leased housinec nrorram, . . "

Then in early December 1007, the major thrust of the JIAA production effort
was directed to the leasing prorram. At that time, leasing ocuotas were
assigned to Reglonal Offices in terms of dwellinss available for ocecupancy,
and the following vrogram was sutlined in a mermoranéum from the Depuly
Acsistant Secretary for HMousino Asgictanee to Regioral A ministrators,

"1, The existing Regional steff must be rederlored, throudh
detail or reassliomment, where necessary in the accom-
plishment of the accelerated leosed T avcine nroduction
requirenment.

"2, A program must be developad pronmtly to arsvee *hat all
Toesl Houging Authorities operatin~ lraced vrosrams
understand the imporionce of the nationsl goal,

3. A trainine~ procram must be -leveloped and carried org
quickly for those Repional -talf members detalled [rom
other regular finetions and assirned to the leasing
production effort,

"Lk, Regional leasing workshops should be arran-ed and condnucted
as soon ag prssible for [lonsing Authorily nerconnel Fwvalved
with the leasing effort to help with iLrainine and to serve as
a forum for an e:xchange of information on the program,

"5, Procecsing procedures will have to be develovred vwhich will
expedite Lhe cohmission and review of leaged hovsing appli-
cations.

6. Effective and expeditlious liaison procedures should he

established immediately with FHA Reglonal and State
Nffices to assure that FHA insured or owned vroperties
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with substentlial vacancies are brought to the stiention
of appropriate Local Housing Authorities as 2 source of
wiits available for immediate leasing,

"7, Close liaison should also be maintained with Regional
and Stete organizations of realtors to gein thelr coopera-
tion and support In assisting Loecal illousing Authorities in
locating units for lease,"

The Deputy Assistant Seeretary also, at the time, made a series of visits
to all Regicnal Offices to recmphasize the importance of the progrem
specified. The Regional meetings included representetives of major House
ing Authorities vhere leasing programns were lagging; and in a Clrecular,
Jated December 11, 1967, the Authorities were advised of specific things
that might be done {o aceelerate learing, Another Circular, on Pebruary 13,
1903, said that Annual Contribuiions Contracts would be terminated with
respect Lo units that could not te leassed expeditiourly. On that basis,
during the ensuing months, some $2,500,000 werc recapbired involving over
2,700 units, and these funds were reallocated to other Local Avthoritlers,

Concnrrently, the group designated to outline steps to implement the HAA
Tusk Force Report was completine its work, and its recommendations with
respect to leased housing on which action conld be taken immedigtely were
ineorporated in a Circular on December 20, 1967, Under that Circular,
there were several delegations oi authority to Regional Offices ceslculated
to accelerate the program, aotably, one that involved termination of
Washington Office review of prosrem applicuations and a delepation to
Regional Administrators of {ull anthority o their approvel,

The most significant action growin- out of the IAA Task Force recommenda=
tiones, however, was 2 reorganization of ilouring Assistance aetivities,
Under the reor;anization, in order to assure adequate attention to the
urgeney of volume and balanced production of housing f'or low-income
families, Production Divisions were established both at the Washington
and Regional levels, These Divisions became operative in March 1963,
with responsibilities that Inelude monitoring the production aspects of
the Leaséd lousing Program and the elimination of eny impediments.

That TUD eflorts have reen cffective is clear. By December 31, 1965,
31,553 units had been leased from property owners and the program had
mushroomed to become a fullefledged contribuitor and volume producer of
nousing fov low-income familles. For example, in FY 1968, 1L,651 units
were made aveilable for occupancy under the leasing progrem; leasing
already accomplished in the first half of FY 1969 totals 13,502 units;
and o similer number are expected to be leased in the second half, or
avproximately 25,000 units for the year, This accelerating rate of
accomplishment ecould not have been achieved without a concerted and
continuing effort to stimulate Local Authority production through
puidance and training and by assisting Authorities to resolve problems
and overcome obstacles.

52



APPENDIX I
Page 5

We submit that the Leased Housing Prograem as contemplated in the Housing
and Urban Development Act of 1965 has been carried out and that a solid
foundation has been established for the program expansion authorized in

1968,
As to the specific proposals included in the report:

"Je propose that, to improve the progress of the leasing program,
the Secretary of Housing and Urban Development emphasize to Depart-
ment regional officials the need to effectively monitor the leased
housing program and provide timely assistance and guidance to LHAs
in locating and leasing suitable vacant dwelling units,

[See GAO note on p. 50, ]

More assistance and guidance for Hovsing Avthoritiez in
their operation of leasing nrograms constitutes a very
desirable objective, Unfortunately, there is a creat
deal to be done and stcffing has heen limited,

As mentioned above, however, this objective was among
the reacons that prompted the establishment of a pro-
duction organization. That organization, in generzal,
functions through c¢nordination stalls that have program-
wide responsivilities in limited =eogranhical areas. The
revised organizational pattern was considered to te the
most efficient and effective means for providéinz the
improved field representation needed. At the zame Lime,
it would be conducive to a balanced effort in the pro-
gram response 1o the need for low-rent houzing; i,.e.,
a production effort that vill net follow +he coursc of
least resistance, but will be directed toward elderly

or family housing as the local requirements indicate.
Concentrating responsibility for leasinrs and construc=-
tion activities in a single organizat.onal entity should
also promote abtention to full vtiliration of existi)ne
housing resources.

Procedurally, the leasing program has been made very
adaptable to changing circumstances. Annual contribu-
tions contracts themselves permit the number of unite
of any particular size leased to exceed the number
programmed by 25 percent providing the %total number of
wnits programmed or the maximum annual contribution are
not exceeded. To go beyond this would seem to he unde-
sirable in that it would eliminate any effective Federal
voice in programming specific sizes of units and might
well encourage the trend toward lessing elderly rather
than the family-type dwellingc that are also so badly
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needed., To facilitate changes that go beyond those
mentioned, authorization for their approval has been
delegated to Regional Offices except that, in the event
an inereased annual contributions cormitment ls needed,
control by the Assistant Secretary for Renewsl and
Housing Assistanee is maintained,

In substance, then, the Departmental view is that,
organizationally, action has already been taken to
achieve the improvements recommended and that pro-
eedurally nothing more need be done at this time,

"We propose that the Department's procedures regarding program
adjustments be strengthened through the inelusion in annual con-
tributions contracts of a provision that would allow Federal
pertieipation only with respect to the dwelling units that are
leased within a reasonable, stipnlated period of time."

This recommendation has frequently been considered by

IUD and rejected, primarily because it reculis in an
undesirable degree of inflexibility in contract adminis-
tration; Annual Contributions Contracts presently require
that leasing activities be completed expeditiously. In a
Cirewlar, dated January 22, 1960, eontrols were established
on the production pipeline to ensure exneditious develop-
ment of the project or in the alternative, its termination
and removal from the pipeline., TIme [rames vere designated
as production nilestones, and it providez that Local Authori.
ties will be informed by letiter of the approved schedule for
leasing wnits, Pallvre to adhere to thet schedule would be
prima facie evidence 2f a failure to lease "expeditiounsly”
and wenld serve as a basis for reduction of the Gevernment's
obligation under the Contract with respect to the units
involved, For programs in excess of 100 units, the Circular
provides that leasing should he completed within 52 weels
and indicates that for smaller prourams a proportionately
shorter period will be specified,

"Horeover, we propose that action be talen, through inelusisn of
an sppropriate provision in annual eontributions contracts, to
preclude LMAs from imposing additional restrietions on the leasing
of vacant dwelling units that would otherwise be acceptable under
the stendards established by the Department,

It is questionable whether such a provision would bhe
effective; sinece the selection of units to be leased
necesgarily involves a degree of Judgment as to rent
charged in relation to the location, condition, and

livesbility of the dwelling.
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Moreover, the Department would not consider it unreasonable
for a Housing Authority to apply for a program on the vasis
of a plan of operations that, for example, would he directed
primarily toward leasing rehabilitated units, or, that would
involve perhaps, justifiable restrictions on their location;
and then subsequently to develop the program in agcordance
with that plan of operations. A degree of Housing Avthority
discretion in this area would appear to be required by the
statutory directive in Section 1 of the United States Mousing
Act which provides that "it is the polic: of the United States
to vest in the local public housing agencies the maximm
amount of responsibility in the administration of thz low-rent
housing program . . . ' The objective of this proposal can
probably best be accomplished through an educational and guid-
ance process.

"We propose that, to help ensure a more effective application of
Federal yesources toward achieving the objiectives of the leasging
program, the Secretary of lousing and Urban Development tale
appropriate action to require LHAs to (1) establish and adhere

to a priority System which would result in the leasing prosram
being extended to low-income persons who are mozt in need of a
decent, safe, and sanitary place to live, before the program is
extended to eligible persons who are already living in adequate
standard housing, (2) establish snd adhere to reasonable limitez-
tions on tenant asset holdings in determining the eligibility of
persons for assistance under the program, end (3) give applicants
vho are on the waiting lists for accormodatione In low-rent public
housing projects full opportunity to obtain suiiable housing under
the leasing program."

Departmental policies pertaining to elimibilit: for leased
housing are the same as those applicable to housing assisted
under other provisions of the United States lousing Act with
the exception that, for Section 23 programs, through a speci-
fic legislative authorization, the 20 percent gap requirement
in esteblishing income limits has been waived. Tenant selec-
tion policies for the program are also basically the same in
that the general requirement, when sclections or referrals
are made by the Housing Authority, is that they be made from
the top of a community-wide list of elisible applicants. The
nature of the leasing program and the legislation governing
it, however, have made it necessary to recognize three circume
stances under which the ‘general policy on selection requires
modification:

1. The terms of leases between Housing Authorities
and owners may provide for owner selection of
tenants,

2., Housing Authorities have been authorized to place
under lease standard dwellings that are occupied

55



APPENDIX I
Page 8

by low-income families eligible for immedlate
occupancy in accordance with applicable admission
policies, A Cireular, dated December 12, 1968, in
recommending, among other things, utilization of
this authorization also indicated it should be
applied to those families "who are foreed to sacri-
fiee other necessities in order to pay the full
economic rent,”

3. Plans of operation are authorized under wvwhich a
Housing Authority may place wnder lease and assign
to an eligible applicant a dwelling that is found
and brought to its attention by that applicant.

The first of these modificntions for the leasing program has
very strong statutory support in Jection 23. The second is
largely a logieal extension of the first, bubt it can be sup-
ported too on prounds of humanity and reason. Assuming that
the conditions attached to its application have heen satisfied -
that an zpplicant who ic oceupring a standard houre that can be
leased is eligihle for immediate occupancy and i+ paying a rent
that requiresz the lamily to sacrifice other necessities - it
would be unreasonable to reguire a move as a condition for
obtaining assistance, The primary conclideration, of course,

is that the family dirlocnt’on ibat inevitably results from

a move should be avoided if' it iz pocsible to do so, More-
over, many of theze dwellinuce are avalilable to the Housing
Authority fov use in the leasing prozran onl: because the

owvner can be assured that the pre.ent tenant will continue

in occuvpancy. To the extent that this prevails, it would be
compounding the housing problems of low-irncore families
generally if a move were regquiced in order Por the applicant

to ohtain assistance,

Becavse in so very many of these situatlonrs the unit would
not otherwise be availalle in the program, the adverse
effects of lcasing dwellings occuplizd by low~income families
upon Housing Authority applicants awaiting admission are not
significant, BEven these can be nitipated if an Avthority
follows the plan of operations mentioned above as the third
modification; a plan under which the Authority would advise
all eligible applicants that if an applicant {inds a stand-
ard dwelling that will be made available Tor the leasing
progrem by the owner, assuming that a2 feir rent is being
charced and that the rent is within the range that the
program can afford, it will be leased and assigned to the
applicant,

Another reason that present polieies as to leasing occupied
dwellings cannot be wnfair to other spplicants is that the
program suthorization for low-rent housing, at this time,
is not severely restrictive, Consequently, the primary
limitation on the size of a Housing Authority's leasing
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progranm is the number of units that cen be made available
in the locality.

The reasoning behind the third modifieation, the "finders
keapers” policy, seems evident; it is a strong inducement
toward self-reliance for lowe-lncome families in need of
housing.

I¢ would appear from the above analycis that the objectives
underlying item (3) of the proposal are served by the basic
HUD tenant selection policies, And it has bheen demonstrated
that modifications of the basiec policy with respect to leased
housing are reasonable and result in no substantial derogation
of it, A priority system as recommended in item (1) of *he
proposal, therefore, would nol be needed, What the findinge
behind thesze items seem to require are measnres to reemphas-
ize the established guidelines and to prevent abuses. To
that end, the Haadbook on leasing now beins prepared will
inelude the following:

"Standard dwellinas that arc ocepied by low-income
families who are eligible for immediate oceupancy
in accordance with the applicable Loeal Avthority
admlission policies and who will continue to reside
in the dwelling may be placed under lease, lhere a
family is to be assisted in the payment of its rent
in this manner, a Loeal Authoriiy determination must
he made, pursuvant to rogulations Lo be established
by the Authority, that continued oecupancy of the
dwelling in the absence of such assistance would
require the occuvpant to sacrifice other necessities
in order to pay the rent charged. Arthority filez
shall include documentation as to the bagis upon
vhich each such determination is made,

In those ecases where a Loeal Authority follows 2
plan of operations under which standard dwellings
occupied by low-inecome families are placed under
lease, the Local Authority should aleo advise all
eligible appliecants on its waiting lists that if
any applicant finds a sultable standard dwellins
that will be made available for the leasing pro-
gram by the owner, providing that a fair rent is
being charged and that the rent is wlthin the
range that the program can afford, the dwelling
will be leased and assligned to the epplieant,”

Item (2) of this proposal, recemmending that HUD require

Houging Authorities to establish and adhere to reasonable
iimitetions on tenant asset holdings in determining
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eligibility, is similar to an earlier Ceneral Accounting Office
recommendation covering the Low-Rent Housing Program, as a
whole, A letter dated October 1%, 19(G2, responding to that
recommendation explained that HUD lacked avthority o require
Local Mousine Authorities to establish such limitations. (Bach
Local Authority is obligated by the statute, however, to house
only "families of low income" defined as "families who are in
the lowest group and who cannot afford to pay enouch to cause
private enterprise in their locality or metropolitan area to
tuild an adequate supply of decent, safe, and sanitary dwell-
ings for their use.") Baced vpon this reply, the GAO included
in its report to the Congress in April 1963 a sucgestion that
the United 3tates Housing Act of 1937 bhe amended to provide

for a requirement that Authoritiec adopt assets limitations.
There has been no legislative action on that snwgpestion,

Since the pertinent legislation is unchanged, and the Leased
Housing Program, in this respect, 13 in precisely the same
nosition as the older low-rent housing prosram, the Depart-
ment's view is that under existing legislation the estahlishe-
ment of asset 1imits by Local Authorities is not an ares
vwhich we can control by specific mandate. In reaffirming
this conclusion, the action of Congress on asset limits for
the Rent Supplement Proizram is also beins taken into account.
It seems to indicate rather clearly thet if it were intended
that Housing Authorities not be given discretion in this area,
affirmative action would ne taken,

HUD consistently, however, has urged and worked for the
establishment of assets nolicies by Housing Authorities that
would include guides for determining whether g family's

assets, together with its income, are of such nnture and
amount as to assure its qualifying as a “family of low income."
To thet end; the general statement quoted on Page 51 of the
draft report has been supplemented with a special advisory
release on establishing limitations on family assets.

Most Local Housing Avthorities, as this GAO study indicates,
have taken action concerning assets in line with HUD recom-
mendations, Where limitations have been established that-
guperficially appear high, they generally are applicable to
elderly families, and were adopted in recognition of the
fact that those families are likely to have accumulsted more
assets than non-elderly families to be used for essential
needs or are being conserved for protection in case of
extended 1llness or emerrencies.

IUD plans o econtinue its efforts to nromote voluntary action

by the relatively few Authorities where limitations have not
been adopted that conform to published recommendations and to
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do whatever is possible to secure adherence to those standards
throughout the program.

"Je propose also that appropriate action be taken to require
that Li{As, in obtaining dwelling units under the leasing pro=-
gram, negotiate lease rates that are no higher than those
previously charged for the dwelling units, unless higher
rates are clearly justified. The LHA should be required to
fully document the reasons for any higher retes negotiated
so that the reasonablencss of such rates can be evaluated
by the Department during its management reviews of LHA
operations.,”

HUD concurs with this recommendation, and in the
Handbook covering the leasing program being prepared
for release the following provision is being ineluded:

"Properties for a leasing program are to be
rented by a Local Authority at an amount not
hicher than their fair rental value., In con-
ducting negotiations rents should not bhe

offered that exceed amounts that individual
lessees are paying for similar properties in

the locality, althouvgh, of course, differences

in facilities or cervices that may be provided
to the Local Authority, and not furnished to
others, may be taken into account., An inguiry
should be made as to the price at which the
property was previocusly rented. When rents are
paid that are higher than those prevailing in
the locality for similar properties, or when the
rent negotiated is higher tharn the amount for
which the property previously was leased by tne
ovner, documentation in the Local Authority files
should indicate the reason. In general, when all
other things are equal, the Local Authority should
expect to obtain properties at rents somewhat
below amounts that others are paying because of
its status as a responsible public agency that
can offer guaranteed occupancy over a relatively
long period of time, usually with no risk of
collection loss."
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PRINCIPAL OFFICIALS OF THE
DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT
RESPONSIBLE FOR THE ADMINISTRATION OF ACTIVITIES

DISCUSSED IN THIS REPORT

Tenure of office

From To
SECRETARY OF HOUSING AND URBAN
DEVELOPMENT (formerly Adminis-
trator, Housing and Home Finance
Agency) :
Robert C. Weaver Feb, 1961 Dec. 1968
Robert C. Wood Jan, 1969 Jan. 1969
George W. Romney Jan. 1969 Present
ASSTSTANT SECRETARY FOR RENEWAL
AND HOUSING ASSISTANCE:
Don Hummel May 1966 Feb. 1969
Howard J. Wharton (acting) Feb. 1969 Mar. 1969
Lawrence M, Cox Mar, 1969 Present
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